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The likelihood of a merger or acquisition being subject to litigation has skyrocketed in recent years. 1 Nearly every deal involving a public company gets challenged in court soon after announcement of the transaction. 2 The universality of these challenges has generated significant controversy about the value of this litigation. A cynical take is that many of these cases are strike suits. They are shakedowns by plaintiffs' lawyers who know that the drive to close the deal will lead merger partners to settle even frivolous claims to make them go away. 3 Defense lawyers play along because they can purchase claim preclusion through a broad release and a negligible attorneys' fee. 4 According to this view, only lawyers benefit from these suits, not shareholders. 5 Skeptics explain away shareholder-friendly case outcomes litigated by experienced plaintiff law firms as having been produced by something other than the lawsuit itself. A more optimistic view suggests that law firm skill at case selection and litigation can affect case outcomes independent of deal characteristics. Under this view, lawyers are not just roosters taking credit for the sunrise. They matter, and so does the time and effort expended to sort out the good firms from the bad.
In this Article, we develop evidence about how market participants value the filing of these merger lawsuits. Our primary focus is on the law firms involved in these cases. Lawsuits that result in a price increase for target shareholders will likely command the highest legal fees and will attract the highest quality counsel. 6 One might expect that the involvement of those law firms in a lawsuit signals the possibility of a significant settlement for shareholders. Upon observing the presence of a high quality law firm, the market should anticipate a positive settlement leading to an increase in merger 2. See In re Revlon, Inc. S'holder Litig., 990 A.2d 940, 943 (Del. Ch. 2010) ("As this Court has previously observed, the first cases often appear minutes or hours after the announcement with others following within a matter of days."). consideration, and consequently, would react positively to the filing of suit by such a firm. 7 At the other end of the spectrum, the less skilled law firms may be less choosy when they file suit. These firms survive by collecting small legal fees in numerous cases. 8 The fact that these law firms decide to file a case may trigger the expectation that not much benefit is likely to flow to shareholders as a consequence of the lawsuit. Here, we would expect a negative market reaction relative to the filing effect when a high quality firm brings a case.
In defining lawyer quality we focus on lawyerly skill and on case selectivity. Skill should matter for the obvious reason that the energy and diligence that better lawyers bring to cases should enable those lawyers to produce more meaningful settlements in merger cases. As Vice Chancellor Laster of the Delaware Court of Chancery has put it, higher quality law firms should be better able to produce "tangible benefits for shareholders." 9 Higher quality lawyers should also be able to make better choices about the cases they file. That selectivity should indicate to the market that a case has a larger likelihood of a positive recovery for shareholders. The market will only react positively to such filing if it anticipates a positive recovery-that is, if it believes that suits brought by top law firms can add value. But if selectivity is part of what differentiates better and worse firms, it does not follow that the market should put substantial weight on the presence of a lesser firm. If those firms file indiscriminately, they will sometimes file a complaint in good cases and sometimes file in poor cases. Instead, what we expect to matter is the presence of a lesser quality firm and the absence of the better firms. Those cases should provide a signal of the cases where litigation is unlikely to provide much, if any, benefit to shareholders. In contrast to our hypotheses suggesting that the market reaction should vary according to the quality of the law firm, litigation skeptics would expect to see no market reaction to the law firms at all. Instead, as described more fully below, they would expect to see the market reacting to the deal itself, to its price terms, to its market-relevant characteristics, but not to the plaintiff law firms themselves, who indiscriminately file strike suits without regard to merit, according to the litigation-skeptic theory.
To gauge law firm quality we use both objective and subjective measures. The objective measures include data on the number and amount of settlements that law firms secure. For higher quality firms, we rely on the annual Securities Class Action Services (SCAS) list of the plaintiffs' firms with highest aggregate securities settlements published by RiskMetrics. While securities cases and merger cases are different, 10 of course, many . In a securities class action, shareholders are alleging that the board of directors or officers of the of these firms also have active merger practice groups. 11 Because both securities class actions and acquisition-related cases rely on assessments of the law firm quality when designating who will represent the lead plaintiff, 12 firms that have high quality securities practices can be expected to care about the reputation of their merger practices, and vice versa. We include any firm with an active deal litigation practice that appeared on the SCAS top ten list at least once during the time frame of our sample (2003) (2004) (2005) (2006) (2007) (2008) .
For the subjective assessment of higher quality firms we rely on the list compiled by Legal 500. These rankings draw on publicly available information and on private information from the law firms themselves. 13 There is a list of the top merger and acquisitions litigators and we classify any of the plaintiff-side firms as a top firm if they appeared on the most-recent version of the list.
For the objective side of the lower end of firms we rely on a study of settlements in merger cases prepared by Bloomberg. The study tracks law firms that filed a significant number of merger cases in 2011 and orders them based on the number of positive settlements they were able to secure during 2011. 14 We classify firms at the bottom of the list-those who were unable to recover for shareholders or were only rarely able to do soas lower quality firms. We also include the subjective assessments of the Delaware judiciary in our classification. In the course of selecting lead counsel and blessing settlements, Delaware judges will sometimes comment on firm quality. 15 We group those that receive the harshest comments in the lower quality category. 16 We develop evidence that these quality classifications are consistent with the views of public market participants. In cases where recoveries are most likely-such as management buyouts (MBOs) and controlling shareholder transactions-law firm quality has the anticipated effect on the value of target shares. Upon filing of the case, our results suggest that there is a relative increase in target stock price when higher quality law firms are involved in the litigation. Alternatively, when no top quality law firms are present, but a lower quality firm is, the relative value of the target's shares appears to decrease. We attribute these results to the market's recognition of the possibility that the higher quality firms will be able to obtain a significant settlement for shareholders. Lesser quality firms company violated the federal securities laws.
11. 15. See infra Part IV (giving a hand-collected dataset comprising all 454 shareholder-derivative and class action lawsuits filed and a summary thereof).
16. See supra text accompanying note 9 (discussing one example of a Delaware judge commenting on firm quality). The Journal of Corporation Law [Vol. 41:2 may be less able to win such settlements, which would explain the negative effect on target share price when they, but not top firms, are litigating cases. The effect of these firms on target share price may be limited to the threat that they can hold up a deal. 17 Alternatively, the negative effect of filing by a low quality law firm may reflect the market's "disappointment" that a deal with material flaws will not be targeted by a top law firm. Given that many lawsuits get filed shortly after the announcement of a merger, a fair concern about a study like ours is that the market is responding to an abundance of new information upon announcement of a merger. Although we control for deal premium and market timing, it may be difficult to tease out the segment of the market reaction that can be attributed solely to the quality of the plaintiff firm filing suit. To address this concern we run a robustness check that focuses on the subset of cases filed two or more days after announcement of the deal. 18 Two days should be enough time for the market to react to the announcement of the deal. By examining firm filings more than two days after the deal, we can focus on market reactions that are more readily attributable to the plaintiff law firms alone. We find the same results as we do in the broader analysis: a relative price increase in the target's stock when a higher quality firm files and a relative price decrease when lower quality firms, but not higher quality firms file. These results help confirm that law firm quality matters to market participants.
We conduct several other robustness checks to provide additional confidence in our results. The most prominent of these checks is the inclusion of case data that extends through the end of 2009. We restrict our primary analysis to cases filed before the bankruptcy of Lehman Brothers in September 2008, which is the traditional demarcation point for the beginning of the financial crisis. The crisis had a profound effect on credit markets, causing them to come close to seizing. Deals depend dearly on the availability of credit and the scarcity of financing threatened the ability to close mergers and acquisitions. The uncertainty associated with deal closure likely altered the available cases and thus the strategies that law firms employed. For this reason, we view the post-crisis cases as different from the earlier sample. Nevertheless, when we include these cases in the analysis, our results largely remain the same.
This Article proceeds as follows. Part II reviews the background law and theory surrounding merger litigation. Part III develops this theory into a series of hypotheses about the likely impact different litigation characteristics have on the stock price of targets. Part IV explains our data, variable construction, and provides basic descriptive statistics. Part V provides reports and discusses the results of event studies conducted upon the filing of merger lawsuits. Part VI concludes. to see case description) (last visited Nov. 14, 2015) ("Won a hard-fought injunction requiring the company to issue numerous corrective disclosures and to publish a 'Fort Howard' press release, inviting potential bidders to make superior offers." Neither an increase in the offer price nor damages were obtained in the case).
18. Infra Table 6 .
II. BACKGROUND AND THEORY FOR MERGERS AND ACQUISITIONS LITIGATION

A. Delaware Law Governing Mergers and Acquisitions
Delaware law imposes several legal duties on boards of directors for public companies that are takeover targets. Ordinarily, board decisions are reviewed under the deferential business judgment rule. 19 In the face of a cash-based, change-of-control acquisition, target boards must meet the Revlon standard requiring them to maximize the price for the target company's shareholders. 20 Additional protections exist for target shareholders in situations where the target board faces a conflict of interest, like an acquisition by a controlling shareholder. 21 In a hostile bidder situation, boards face "enhanced scrutiny," requiring that defensive measures must be instituted in response to a real threat to the target and must be proportional to the threat. 22 Target shareholders have standing to bring private class or derivative actions to enforce these rights against recalcitrant boards or managers, and have recently done so with increasing frequency. 23 These actions-and their recent proliferation-have become controversial in both the academic literature and the popular press. From one vantage point, such actions should reduce managerial agency costs-the costs generated by boards and managers acting in their own interests, rather than those of shareholders-by forcing boards and managers to act in the shareholders' interests in the transactional context. 24 From another, litigation to enforce these rights generates costs of its own, including the agency costs of plaintiffs' lawyers themselves. 25 Much of the academic debate over such litigation focuses on whether it reduces managerial agency costs and, even if it does, whether this benefit outweighs the litigation costs. 26 Delaware has attempted to respond to the agency cost concerns of transactional class and in the interests of the class. Second, institutional investors were comparatively sophisticated, they served as fiduciaries, and they often had access to internal legal and financial expertise. 37 They not only had the incentive to monitor class counsel, they had the skill to do so. Selection of institutional lead plaintiffs would mark a departure from the way lead plaintiffs were selected previously, which often created a "race to the courthouse" in which lead counsel obtained the position simply by being the first to file. 38 The "race to the courthouse" incentivized plaintiffs' lawyers to maintain stables of potential lead plaintiffs, almost always individuals rather than institutions, who could be quickly identified as potential lead plaintiffs in whose name a lawsuit could be rapidly filed. 39 Such lead plaintiffs often had trivial stakes in the outcome of the case, and lacked sophistication, making them poorly qualified to monitor class counsel. 40 The Private Securities Litigation Reform Act of 1995 (PSLRA) preceded TCW Technologies and Hirt, and similarly created a preference for institutional investor lead plaintiffs in federal securities fraud class actions. 41 The PSLRA triggered a competition between plaintiff law firms to obtain institutional investor clients, one that was enhanced by TCW Technologies and Hirt. 42 The primary means of obtaining and retaining such clients is to offer portfolio monitoring services, by which plaintiff law firms directly monitor the portfolios of institutional clients for exposure to transactional cases. 43 This enables the firms to identify institutional clients with a substantial enough stake in the transaction to obtain a lead plaintiff appointment in the litigation. 44 Large institutional investors who are likely to be repeat players are highly prized as clients, and therefore are well-positioned to discriminate between firms, selecting the most skilled firms, with the most resources, to represent them in class actions. 45 In contrast, firms that are unable to obtain institutional clients are poorly positioned to command a leading role in the most coveted cases.
All is not lost for such firms. As described more fully throughout this Section, since TCW Technology and Hirt institutions have assumed a leading role in approximately 40% of all cases. 46 Thus, even today, most suits proceed much as they did prior to TCW 37. See id. at 2106 (discussing the benefits of an experienced institutional investor as a lead plaintiff opposed to an individual).
38. Id. at 2062; see also Thompson & Thomas, supra note 24, at 136 ("By the early 1990s, plaintiffs' law firms filing securities fraud class actions were accused of a whole host of dubious practices, including using professional plaintiffs in their cases, filing carbon copy complaints, and racing to the courthouse to be the first to file a case . . . .").
39. See Weiss & Beckerman, supra note 34, at 2060-61 (discussing the practice of keeping a store of lead plaintiffs at the ready).
40. See id. at 2060 ("In a large number of class actions, plaintiffs are poorly informed about the theories of their cases, are totally ignorant of the facts, or are illiterate concerning financial matters.").
41. Technologies and Hirt, with an individual lead plaintiff who lacks motivation (because of small stakes) and sophistication (because of lack of financial or legal training). Such lead plaintiffs are often selected by the lead counsel, rather than the other way around. 47 They will rarely have the motivation or sophistication to monitor class counsel. Moreover, the law firms in such cases are either part of the group that has been passed over by institutional clients for portfolio monitoring, or among firms that may represent institutional investors but could not find an institutional client for the case. Because 60% of cases are still led by such firms, and monitored by individual clients with small stakes, 48 we might expect such cases to result in worse outcomes for shareholders, either because the cases themselves are too weak to attract a quality firm or plaintiff, or because, even if the cases have merit, the class agents are unable to capitalize on it.
Apart from the majority of cases that simply do not attract quality lead counsel and lead plaintiffs, law firms representing individual clients might still be able to maneuver their way into a case that has institutional lead plaintiffs who have selected quality counsel. 49 Typically, this can be done by asking for a small share of the overall attorneys' fee and doing little work in the case; attorneys with institutional clients might consent to such an arrangement for fear that the weaker firms might object to any settlement on behalf of their individual clients, or threaten to take the lead plaintiff/lead counsel dispute to the Delaware judges, who historically have expressed their antipathy to deciding such disputes (although recently they have become more amenable to judicial intervention). 50 In addition, in exchange for a fee, smaller firms may side with one side or another in a fight between two law firm groups for the lead counsel role. 51 Thus, we might expect the agency costs of class action lawyers to be higher in cases with poor quality counsel and no institutional lead plaintiffs. One might also expect worse outcomes for shareholders, either because the cases brought by such lawyers are of poorer quality, because they are litigated poorly by less skilled counsel, or because they are litigated poorly by highly skilled counsel who invest less in the case because of the lack of an institutional lead plaintiff. And while the likelihood of such firms obtaining an improvement in price is virtually nonexistent, they may still introduce uncertainty into the deal process by obtaining a court order that delays the shareholder vote or by forcing the disclosure of negative information. In the worst case scenario, such cases might amount to little more than a strike suit, or a means of selling claim preclusion to defendants for a modest attorneys' fee and no increase in target share price, i.e., no benefit to the target's shareholders. And even in cases with top plaintiff counsel and institutional lead plaintiffs, we might still expect poor firms to have a deleterious effect, if for no other reason than dilution of the attorneys' fee for the highly skilled counsel actually doing the bulk of the work in the case. We might also expect the effects of law firm quality to be most prominent in cases where deals are vulnerable to conflicts of interest. Compared to third-party acquisitions, controlling shareholder transactions and MBOs raise concerns about conflicted fiduciaries acting in a self-interested fashion. Third-party acquirers do not have access to inside information in the way that controlling shareholders and managers do. Courts and markets rightly worry that insiders might exploit their access to information to favorably time an acquisition in the business cycle or to deprive minority shareholders of a firm-specific benefit, for example, the benefit of a promising new drug that is still in the research and development pipeline. 52 Controlling shareholders-and managers-play a role in selecting the board of directors, who face conflicts in representing the interests of minority shareholders when the controllers or managers seek to acquire the company. 53 Consequently, the market may be more likely to scrutinize such transactions. The same is true for courts, though the legal regimes governing controlling shareholder transactions and MBOs differ somewhat. Controlling shareholder transactions face the heightened "entire fairness" review unless they meet certain procedural requirements, such as appointment of a special committee of independent directors and a non-coercive "majority of minority" provision. 54 MBOs are not subjected to heightened "entire fairness" scrutiny so long as they comply with Delaware's conflict of interest statute. 55 Approval by independent directors or a minority of disinterested shareholders suffices to evade entire fairness review for MBOs. 56 While both transaction types involve conflicts, their differential legal treatment could lead to different market reactions to the quality of firms in each case. Law firm quality ought to matter in both transaction types, but might matter more in MBOs, which can be more challenging to litigate than controlling shareholder transactions. In both cases, the potential for self-serving behavior by managers or controlling shareholders is great, and one might therefore expect litigation designed to thwart such behavior to have its most pronounced impact.
B. Prior Research on M&A Litigation
Most of the prior research on the utility of deal litigation has focused on the fact of the litigation itself, and not on the identity of the class's agents. agreement between all of these studies is that the volume of such litigation has increased. Almost all transactions valued at more than $100 million in 2010 and 2011 were targeted by shareholder litigation. 57 The vast majority of these lawsuits were "filed shortly after the deal's announcement and often settled before the deal's closing." 58 In 2005, roughly onethird of mergers were subject to lawsuits, while roughly 92% of mergers were challenged in 2012. 59 Few of these lawsuits resulted in tangible monetary benefits to shareholders; most settled for additional disclosures or, less frequently, changes to the terms of the deal. 60 Some studies on the utility of deal litigation conclude that it increases shareholder welfare, but others take a more skeptical view. Some research suggests that many of these cases result in additional disclosures about the merger to shareholders and a payment of relatively small fees to the plaintiffs' lawyers. 61 Some cases, however, result in substantial increases in the amount of consideration that the acquiring firm must pay the target to consummate the merger. 62 Krishnan, Masulis, Thomas, and Thompson (KMTT) find that M&A subject to litigation were completed at a significantly lower rate than those not subject to litigation. 63 They also found that M&A subject to shareholder litigation have significantly higher premiums in takeover deals. 64 Most importantly, KMTT found that "the expected rise in the takeover premia [for cases subjected to shareholder litigation] more than offsets the fall in the probability of deal completion, resulting in a positive expected gain to target shareholders." 65 Some prior research has focused on lead plaintiffs, rather than lead counsel. In the aftermath of TCW Technologies and Hirt, mutual funds and hedge funds remained largely quiescent and rarely participated as lead plaintiffs in these suits, much as they had before. 66 In contrast, public-pension funds and labor-union funds sharply increased their participation as lead plaintiffs in transactional class actions. 67 Unlike mutual funds and hedge funds, public pension funds and labor union funds have no true competitors and, therefore, no concerns about free rider problems. 68 They lack formal business relationships with corporate boards and management, nor, by and large, do public pension trustees travel in the same social circles as potential defendants. 69 Consequently, their participation in deal litigation is uninhibited by the types of business considerations that discourage the participation of other institutional types. 70 Some of these funds have entered into portfolio monitoring arrangements with plaintiff law firms, which may explain their increased participation in these suits. 71 The success of public pension participation may build on itself, leading to even greater participation by these funds. 72 Prior studies have found that public pension fund lead plaintiffs correlate with an increase from the offer to the final price, lower attorneys' fees, and a higher equity price upon filing. 73 These funds have similarly been found to correlate with higher recoveries and lower attorneys' fees in federal 10b-5 securities fraud class actions. 74 These studies broadly suggest that the basic intuition behind Monitoring may be sound, and that comparatively motivated and sophisticated lead plaintiffs pick better cases, better lawyers, and monitor those lawyers more carefully, or at least inspire those lawyers to work harder and accept lower fees when serving institutional clients that are large enough to be repeat players.
In a contemporaneous paper, Krishnan, Davidoff, Solomon, and Thomas (KDST) also examine the effect of law firm quality in mergers and acquisitions litigation using a different methodological approach. 75 Rather than conduct an event study examining the market reaction to the filing and consolidation of deal cases, KDST examined law firm effort (as measured by the number of docket entries and the quality of motion practice) and 68. See, e.g., Webber, Private Policing, supra note 10, at 941 ("Individuals employed by a state by a state or local government entity, or in certain capacities by a private company, have their retirement saving automatically invested in the public-pension fund or labor-union fund associated with their employer. If a fund beneficiary is unhappy with the fund's performance, the beneficiary's only option is to change jobs, not move one's retirement savings to a competitor.").
69. See id. at 942 (noting that while "mutual fund managers are more likely to travel in the same business, social, and educational circles as do corporate managers and directors," the boards of trustees of pension funds are often composed of teachers, firefighters, and police officers).
70. See id. at 943 (suggesting that "free-riding competitors, business conflicts, [and] social-network conflicts" deter mutual funds from pursuing lead plaintiff positions).
71. 78 We believe that our Article's focus on differences in case selection and KDST's detailed analysis of variation in litigation skills mutually reinforce the conclusion that law firm quality matters in deal litigation.
III. HYPOTHESIS DEVELOPMENT
The impact of merger litigation on firm value depends, at least in part, on the potential outcomes associated with that litigation. Those outcomes can vary widely. Most commonly, the parties reach a settlement that involves changes to the shareholder disclosures without an increase in the merger consideration. 79 Less common, but not rare, are cases where the settlement includes amendments to the merger agreement without an increase in consideration. 80 These amendments typically reduce the number or strength of the deal protection devices in the merger agreement. In theory, these changes could induce another bidder who will pay a higher price, although existing research suggests that this does not occur very often. 81 In still more rare cases, the settlement can provide for an increase in merger consideration, which is likely to be the most favorable outcome for shareholders. 82 As a general matter, award of attorneys' fees increase as benefits to shareholders increase. 83 Put another way, obtaining an increase in consideration is likely to result in a larger fee award than a disclosure-only settlement.
These different outcomes should have different effects on firm value. To the degree that these results can be predicted before they occur, the target's stock price should reflect these expectations. If the market can observe some potential for an increase in consideration upon filing of the suit, all other things being equal, the stock price should rise. Alternatively, if the market is aware that a disclosure-only settlement is in the offing, such disclosure should have a negative effect on firm value. This effect could arise for several reasons: (1) because disclosure settlements do not provide any more additional information and result only in the payment of the attorneys' fee award; (2) because such suits could result in delay of the merger or judicial criticism of the deal; or (3) because the disclosed information-if meaningful-would be expected to be negative because, if it were positive, the parties would have already disclosed it. That negative information could imperil the merger vote and this lack of deal certainty should result in a negative price. Alternatively, the market may identify flaws with the merger but react negatively upon the filing of a suit by a poor quality firm that would be incapable of capitalizing on those flaws to improve price. A key question for our analysis is whether we can control for variables that indicate the likelihood of these outcomes. Some of the underlying facts of the case should account for some of this variation. For example, imagine a lawsuit that challenges an attempted hostile takeover. When the market initially learns of interest from the hostile bidder, the price of the potential target may rise to reflect the possibility of a deal. 84 The market may expect that the initially hostile interest will turn friendly. The company's reaction to a lawsuit that aims to remove defensive measures may signal that there is even more resistance to the deal than initially perceived. As a consequence, the value of the potential target may drop to reflect the decrease in deal certainty. MBOs may offer a counterexample. When a group of insiders bargains to buy the company, the self-dealing concerns are evident. 85 The filing of a lawsuit to challenge the transaction may signal that a substantial settlement is likely and the share price may increase accordingly.
We expect that the identity of the plaintiffs' law firm will also have an effect on how litigation affects the value of the target's shares. 86 That effect should reflect the quality of the law firm filing the case and beliefs about how that firm decides whether to file a complaint. That decision is likely to be an expected value calculation that pits the expected recovery against the costs of bringing the case. The expected recovery should turn, at least in part, on the specific facts of the case and the identity of the other law firms (and their clients) that have or are likely to file a complaint. This latter factor should matter because it will affect the likelihood of being named as lead counsel in the case. As a general matter, the lead counsel will receive a larger share than the other law firms that have filed a complaint. 87 While the assignment of lead counsel typically results from a private bargain among the parties that have filed a complaint, that bargain occurs in the shadow of Delaware's selection criteria. 88 Those firms with large, institutional clients and with strong reputations will usually be designated lead counsel through these agreements because that is the likely outcome if the lead counsel dispute spilled into court.
Law firms with strong reputations may avoid filing in weaker cases because filing them may harm their reputations or because recoveries in these cases are likely to be small. (2006) ("While management is acting as the sellers' agents and, in that capacity, is obliged to get the best price it can for the shareholders, it is also acting as a purchaser and, in that capacity, has a strong self-interest to pay the lowest possible price.").
86 Law firms are particularly sensitive to reputational effects in Delaware, which is the site of a high percentage of this litigation. 89 Delaware has a comparatively small bar and just five judges who hear these cases at the trial level. 90 Those law firms who already have low quality reputations may have less to lose in this regard. Accordingly, the potential of being named as lead counsel may make some of these cases enticing for them. 91 It is not clear, however, that the lower quality firms will confine themselves to lower quality cases. As discussed in Section II.A, even though these firms will face long odds of being named lead counsel in high quality cases, they may be able to bargain for a small share of fees. 92 Their allocation of complaints between high quality and low quality cases should depend on the different expected rewards that these cases bring. The complexity of the filing decision leads us to question the common perception that those law firms that file the most cases are of low quality. That result is certainly possible, but the dynamics of filing do not lead inexorably to that conclusion. For example, if there are a large number of high quality cases, one may observe the high quality law firms filing cases quite frequently. Alternatively, if there are only a small number of cases that are promising, one might expect the lower quality law firms to file more often. The number of cases filed to challenge mergers may also depend on the other opportunities that are available to law firms. Some scholars have suggested that the increase in merger litigation is a consequence of opportunities drying up elsewhere, such as securities law. 93 To the degree that filing decisions depend on other expertise that the law firm has and the opportunity costs of filing those other cases, it is even more difficult to draw inferences from the number of cases filed.
We expect the quality of the law firms filing cases to be reflected in firm value (i.e., to be captured in an event study). If there is a possibility that the case will result in an increase in merger consideration from the buyer to the target, that should increase share value of the target. 94 Note, however, that the impact need not be uniformly positive. Better law firms may be better able to halt a deal altogether. This possibility could lead to a negative effect on share price because it threatens deal certainty. But top firms derive no benefit from halting a deal. Their optimal outcome is for deals to close with a bump in price because such outcomes secure the highest available legal fees. And while it may be true that top firms secure some negotiating leverage in the next case by occasionally halting a deal in the current case, these firms won't remain profitable for very long if they litigate cases for which they recoup no costs and collect little or no fee because they have thwarted too many deals. Accordingly, we expect a positive effect associated with the involvement of a top firm. The pecuniary benefit of such a firm, or at least its potential to identify a 91. See supra note 87 and accompanying text (stating that "the lead counsel will receive a larger share than the other law firms that have filed a complaint").
92. See supra note 49 and accompanying text (discussing that attorneys may ask "for a small share of the overall attorney's fee and do little work in the case"). 94. Cf. Roberta Romano, A Guide to Takeovers: Theory, Evidence, and Regulation, 9 YALE J. REG. 119, 122 ("One important, and undisputed, datum about acquisitive transactions should be noted from the outset: acquisitions generate substantial gains to target company shareholders.").
legally vulnerable case that is susceptible to a bump in price, outweighs any increased likelihood that the firm will thwart the deal. 95 When it comes to lower quality firms, however, we have different expectations. Specifically, when these firms are present, but the higher quality firms are not, we expect a uniformly negative effect on target share price. The presence of these lower quality firms may decrease deal certainty because the existence of the lawsuit creates a holdup threat. It may also signal to the market that the case is not meritorious or that a meritorious case will not be competently litigated. For these reasons, we expect a negative effect associated with the involvement of these firms.
IV. DATA AND SUMMARY STATISTICS
We begin with a hand-collected dataset comprising all 454 shareholder-derivative and class action lawsuits filed in the Delaware Court of Chancery from November 1, 2003 to December 31, 2009. We obtain this data directly from Lexis-Nexis File and Serve, which is utilized by the Delaware Court of Chancery as its electronic filing system. 96 We began collecting data from November 2003 because that is when the Court of Chancery first instituted use of this system. 97 We searched all cases from this time period using the Clerk of the Court's own search field category for "derivative and class actions." Of these 454 cases, we identified 290 (64%) as class or derivative actions brought in M&A cases; of these, we identified 224 cases which took place prior to the collapse of Lehman Brothers in September 2008. We analyze cases from November 2003 through September 2008 to examine deal litigation prior to the distortions introduced by the financial crisis. Of those cases, we keep only those for which we have sufficient trading data, via Eventus, to conduct our event study. We also eliminate those cases where the premium is negative and where the plaintiffs filed the first lawsuit more than 365 days after the announcement of the merger. That leaves the sample with a total of 125 filed cases with all relevant variables.
Most of the variables are straightforward. For the timing and premium variables, we augment data from the dockets with news reports about each transaction. This information allows us to construct separate indicator variables that signify whether: (1) the plaintiffs filed the first lawsuit challenging the merger on the same day as the announcement of the transaction, and (2) whether the plaintiffs filed the first lawsuit challenging the merger on the first trading day after the announcement of the transaction. 98 The premium variable reflects the percentage difference between the market price on the day prior to the merger announcement and the deal price. We count the number of plaintiffs' law firms by examining the complaints and the dockets. For the case type variables, we examine the complaints and news reports. If either of those sources allege that the transaction involves a management buyout or an acquisition by a controlling shareholder, we code the case 95. See, e.g., Krishnan et al., Shareholder Litigation, supra note 63 (discussing how M&A subject to litigation were not completed as often as those not subject to litigation).
96. See Electronic Filing in the Delaware Judiciary, JUD. BRANCH ST. DEL., http://courts.delaware.gov/efiling/index.stm (last visited Nov. 14, 2015).
97. See id. ("Commencing October 20, 2003, every Civil Action in the Court of Chancery, whether already pending or newly filed, shall be subject to electronic filing or eFiling.").
98. We include this variable because, if the announcement occurred after the close of trading, the first trading day after the announcement would be the market's first opportunity to react to that information. The Journal of Corporation Law [Vol. 41:2 accordingly. We code cases that qualify as both a management buyout and a controlling shareholder transaction as MBOs. The law firm variables require more explanation. As an initial matter, we review the complaints to ascertain which law firms have filed a complaint in a case. For these purposes, we ignore law firms that are usually acting as Delaware counsel for out of state plaintiffs. These firms include Rosenthal, Monhait & Goddess, P.A. and Chimicles & Tikellis, LLP. 99 These firms occasionally do the work of representing plaintiffs, but it is usually not evident from the complaints when that is the case. For this reason, we choose to omit these firms from our analysis. 100 For all other firms, we note when they file a complaint in a case and use those data for our law firm categorizations.
Any grouping of law firms by quality is bound to be controversial. We recognize that reality and, to the degree possible, we base these categorizations on observations and studies from external sources. We rely on two rankings for firms on the top end of the spectrum. The first is the Legal 500's ranking of law firms in the area of M&A litigation. The Legal 500 bases its rankings on publicly available information and on private information from the law firms themselves. 101 The M&A litigation rankings include both plaintiff-side and defense-side firms. Given our focus on the former, we categorize any plaintiff-side firm that appears in our dataset in our top law firm category.
While helpful, the Legal 500 rankings do suffer from the fact that they are not contemporaneous with our sample window (2003) (2004) (2005) (2006) (2007) (2008) . For this reason, we augment those rankings with those of SCAS during the relevant time frame. 102 For each of the years in our sample window, we note whether a law firm with a merger practice appeared in the top ten of SCAS's rankings for any year in our sample window. Those rankings turn on the overall value of the securities settlements obtained by the firm in that year. While this metric is not a direct measure of quality, we believe it is fair to infer that the best firms are likely to be able to recruit the best clients, which should lead to higher settlements. The obvious issue with these rankings is that they are for securities claims rather than merger challenges. Many of these firms are, however, quite active in both areas. 103 To the degree that law firm quality spills over different practice areas, the SCAS rankings should provide some measure of ability in merger litigation.
When it comes to the other end of the spectrum, there are no rankings to consult. There are, however, some metrics of quality. One is the amount of legal fees awarded in merger settlements. The Chancellor and Vice Chancellors factor attorney quality into their determinations of legal fee awards. A 2012 report by Ann Woolner, Phil Milford, and Rodney Yap of Bloomberg News compiled data on law firms that had leading roles in Delaware merger cases in five or more cases that were settled and completed in either 2010 99. Cheffins, supra note 93, at 480. 100. These firms appear in such a high proportion of our cases that it would muddy the analysis to include them.
101. See The Basis for Inclusion, supra note 13 (explaining the Legal 500 criteria). or 2011. 104 This compilation includes information on the aggregate legal fees awarded to these firms in these cases. 105 These firms differ dramatically in the fees they received. The top three firms-Grant & Eisenhoffer, Bernstein Litowitz, and Robbins Geller-earned, on average, $6.1 million in fees per case. 106 All three of these firms qualify as top firms using the measures outlined above. The bottom three firms-Faruqi & Faruqi, Levi & Korsinsky, and Rosenthal Monhait-earned, on average $670,000 in fees per case. 107 To supplement this categorization we also rely on the qualitative assessments made by Delaware judges. Vice Chancellor Laster has perhaps been most vocal in this regard. In his widely noted opinion in In re Revlon, Inc. Shareholders Litigation, 108 he replaced the lead counsel on the basis of their deficiencies in litigating the case and their lack of candor in justifying their positions. 109 In the course of doing so, he shared his impressions of the law firms involved in the case. He noted that a number of firms have a practice of filing merger cases frequently and settling them early. 110 We define any firm in our sample that appears in the bottom three of the Bloomberg attorney fee rankings or has been criticized by Vice Chancellor Laster or Vice Chancellor Lamb as a low quality firm. 120 Table 1 summarizes our categorization of higher quality and lesser quality firms and the basis for each categorization. From these categories we create variables for cases that involve high quality firms and cases that involve no higher quality firms but do involve lower quality firms. Top firms almost always serve as lead counsel, make most or all of the litigation decisions, and collect most of the fees. 121 Therefore, our high quality firm measure includes cases that have both high quality and low quality firms because those cases are driven by the high quality firms. The omitted category for the law firm quality variables includes cases involving all unclassified firmswhich we largely consider to be the "middle" quality tier. We provide simple descriptive statistics in Table 2 . We briefly highlight a few of those numbers to provide an overview of the dataset. As one might expect, plaintiffs can be extremely quick to file. About one-third of merger challenges have the first complaint filed on the day of the announcement or on the day after the announcement. While this is a substantial percentage of cases, a majority of suits in our sample are filed more than two days after announcement of the transaction. This suggests that something other than the "race to the courthouse" drives filing in Delaware, and with good reason, since Delaware abandoned "race to the courthouse" in TCW Technologies and Hirt. 122 Finally, we note that a fairly large number of cases involve the types of transactions where self-dealing is likely to be a concern. Around 14% of the cases involve MBOs and about 23% involve controlling shareholder transactions. Table 3 provides the simple correlations for the primary variables. Several of these correlations are of note. Given the concern about the filing of cookie cutter complaints in merger cases, one might think that lesser quality firms are more likely to file cases more quickly. If these are the firms that produce these sorts of complaints, they should be able to produce them quickly and get them before the court in short order. However, the higher quality firms are more likely to be involved in the more quickly filed cases. The simple correlation between the same day filing and the presence of a top firm is .212 and the correlation for next day filing and the presence of a top firm is .190. While our data does not allow us to confirm that it is the top firms that are, in fact, filing first, the data is consistent with that possibility. In the cases where top firms do not file, the lesser quality firms appear to be slow to file. The correlations with the presence of lesser quality firms, but no top firms, are negative for both same day filing and next day filing. This evidence suggests that poor quality firms may wait to see what other firms file in Delaware before making a decision on how to proceed. If a top firm files first, poor quality firms may attempt to maneuver their way onto the lead counsel team in Delaware in the hopes of doing little work and collecting a small fee, file elsewhere, or abandon the suit. 
V. EVENT STUDY ANALYSIS
A. Event Study Methodology
We use standard event study methodology to analyze the effect of Delaware litigation on equity prices. 123 This approach assumes that stock returns follow a market model, rt =  + rt m + t, where: rt is the return on a particular stock at time t; rt m is the compounded return on a market portfolio; and t is a stochastic error. If an event, such as a lawsuit filing, occurs on day T, then there may be an "abnormal return" to the particular stock on that day. This can be captured by first calculating the predicted return, which we call r * t, using the constant and coefficient calculated in the market model equation. To calculate the cumulative abnormal return for firm i we subtract the actual cumulative return during the event window from the predicted return during that window: CARi = rt -r * t. We use event periods of varying lengths, as detailed below, and a 255-day, pre-event window consisting of T-300 to T-45.
We perform a number of regressions that use the cumulative abnormal return as the dependent variable and various lawsuit and firm characteristics as the independent variables. We use weighted least squares (WLS) to estimate these regressions, which helps to correct for heteroskedasticity. 124 For weights, we use the inverse of the variance of the predicted residual in the market model. 
Primary Analysis
This Section presents the results of event studies conducted at the time of filing the lawsuit. For each of these events, we regress the estimated cumulative abnormal return for each firm for different event windows against the case characteristics that we expect to matter. We begin with a basic model and then introduce case controls to see how that affects the coefficients. Tables 4 through 8 report the returns to case filing for the [0, +1] and [0, +2] windows, i.e. the cumulative return for the day of the event and the following day and the day of the event and the following two days, respectively. 126 As suggested earlier, many merger lawsuits get filed shortly after the announcement of the transaction. 127 We want to isolate the stock price effect that can be attributed to the lawsuit and, for this reason, we try to control for any stock price effects that can be attributed to the fact of the transaction. We use two interaction variables to control for this effect. The first interacts the deal premium 128 with an indicator for the first case being filed on the day of the announcement. The second interacts the deal premium with an indicator for the first case being filed on the day after the announcement. The following example illustrates why it is important to control for the deal premium. Company XYZ's stock is trading at $25 per share on the New York Stock Exchange. ABC is interested in acquiring XYZ. It offers a traditional premium of 20% over the current trading price of XYZ.
129
ABC therefore offers $30 per share for XYZ's stock trading at $25 per share. The immediate market reaction will be to bid up the price of XYZ to somewhere close to, but still less than, the full $30 per share offered by ABC. Many investors are happy to sell their shares for $29 per share, locking in their gains. On the other hand, merger arbitrageurs will purchase the stock, acquiring many shares at $29 per share, betting that the deal will close and that they will reap profits of $1 per share. These arbitrageurs assume the risk that the deal will not in fact close and that the shares they purchased for $29 may plummet in value. Because arbitrageurs move into the stock shortly after the deal is announced, the stock price will react immediately, and therefore, the price will go up immediately. If the first case is filed on the same day the deal is announced, or the day after the deal is announced, then the market is still reacting to the announced premium, and that increase cannot be attributed solely to a law firm effect. We therefore expect the coefficients on variables relating deal premium with suits filed the day of or the day after the announcement of the deal to be large, positive, and highly statistically significant because the stock price is likely to reflect the deal price minus some discount for the potential that the deal will not close. standard errors are larger for some of the coefficients of interest.
126. Infra Tables 4, 5 , 6, 7, and 8. While event studies sometimes use the [-1,+1] window, we are wary of doing so in this study. Many of the lawsuits get filed the day of or the day after the announcement of the deal. One of our chief concerns is that the market activity associated with the deal may affect target prices in ways that we cannot completely control for. To limit this potential we both control for the deal premium and limit the beginning of the abnormal return window to the day the plaintiffs file the complaint.
127. See DAINES & KOUMRIAN, supra note 6, at 1. 128. The deal premium is that amount by which the acquirer's offer for the target's stock exceeds the current trading price of the target's stock. If the target's stock price is currently $25 per share, and the acquirer offers $30 per share, then the premium is 20%.
129. In our sample, the mean premium is 19%. Supra Table 4 130 reports the regressions for high quality law firms and cumulative abnormal returns. We report results for two cumulative abnormal return windows ([0, +1] and [0, +2]), and we run both specifications with and without yearly fixed effects. Our hypothesis is that law firm quality is most likely to matter in the cases where potential conflicts make the deal vulnerable, such as MBOs and controlling shareholder transactions. 131 Discussions by the authors with merger arbitrageurs confirm that interested market participants pay attention to litigation when it involves these kinds of cases. For this reason, we are most concerned with the quality of law firms in those cases. To isolate this effect we interact our law firm variables with case type indicators. In Table 4 , we do this for top firms and both controlling shareholders and MBOs. We find that the variables for the interaction between top firms and MBOs are large, positive, and statistically significant at the 5% level in all specifications. For controlling shareholder cases, the top firm interaction variable is large, positive, and statistically significant at the 5% level in three of the four regressions. Restated, there is evidence of a large and positive market reaction to the filing of suit by a top law firm in an MBO and to the filing of suit by a top law firm in a controlling shareholder transaction. This result confirms our hypothesis that top firms should correlate with returns in conflicted, legally vulnerable deals. The positive market reaction to top firms in both MBOs and controlling shareholder transactions suggests that the pecuniary benefit associated with these firms outweighs the increased risk that they might jeopardize the deals. 132
130. This table presents results from OLS regressions that use the cumulative abnormal return as the dependent variable. The cumulative abnormal return covers the windows indicated in the tables. Day zero is the day the first complaint is filed against the target firm. Some variables, including the deal premium, indicator variables for whether the case was filed on the same day as the announcement, and fixed effects for year, have been omitted for brevity. Each observation is weighted by the inverse of the variance associated with estimate of the cumulative abnormal return. Heteroskedasticity-robust standard errors are reported in parentheses. ***, **, and * denote significance at the 1%, 5%, and 10% confidence levels, respectively.
131. See Krishnan et al., Who are Top Law Firms?, supra note 75, at 10-12 (discussing the types of deals top plaintiffs' law firms are associated with).
132. There is some risk that plaintiffs' law firms could scuttle the deal entirely by exposing its flaws through litigation. In contrast, lower quality firms should have a more uniformly negative effect on stock price. These firms should be able to impact deal certainty because filing a suit creates some ability to hold up the transaction until the parties reach a settlement, or because such firms will be unable or unwilling to obtain a positive litigation outcome. If these firms are unable to produce benefits for shareholders-such as an increase in deal consideration-one should expect the stock price to reflect the risk that the lawsuit will delay the deal without an expectation of any benefits. Alternatively, deal characteristics may lead the market to expect an above-average result, only to have such expectations dashed when a lesser 134. This table presents results from OLS regressions that use the cumulative abnormal return as the dependent variable. The cumulative abnormal return covers the windows indicated in the tables. Day zero is the day the first complaint is filed against the target firm. Some variables, including the deal premium, indicator variables for whether the case was filed on the same day as the announcement, and fixed effects for year, have been omitted for brevity. Each observation is weighted by the inverse of the variance associated with estimate of the cumulative abnormal return. Heteroskedasticity-robust standard errors are reported in parentheses. ***, **, and * denote significance at the 1%, 5%, and 10% confidence levels, respectively.
The results of the regressions are broadly consistent with our expectations. The interaction terms for the presence of lower quality firms and no top firms, and MBO cases, is negative, but not significant. We also find that lower quality firms, when interacted with controlling shareholders, yield large, negative, and statistically significant results. This provides some evidence for our hypothesis that low quality firms should negatively correlate with returns. We view the combination of results in Tables 3 and 4 as suggestive evidence that law firm quality matters in conflicted transactions. 135 We note that with regard to Tables 4 and 5 it is possible that our results understate the actual market reaction to filings by top law firms. As noted in Table 1 , top firms correlate with quick filing that is, with filing on the day of or the day after the deal is announced. Still, it remains possible that top firms may file suit after our one and two day windows have closed. Consequently, in some instances, the market reaction for "top firms" will understate what the market reaction likely would have been had the market actually observed the top firm filing within the window. As a result, our results likely understate the effect we describe.
Though it is not our primary variable of interest, it is worth discussing the number of plaintiffs' law firms involved in each case. The coefficient for this variable is very slightly positive and statistically significant in almost all specifications in Tables 5 and 6 . There are two ways of interpreting this result. First, one might infer that the number of law firms signals the quality of the case. If high quality cases are likely to result in an increase in consideration, then they are also likely to attract more plaintiff law firms eager to collect the attorneys' fees associated with price improvements. That could account for the relative increase in stock price associated with the involvement of each additional law firm. 136 A second interpretation is that the incentive to free ride on the effort of other firms increases as more plaintiffs firms file complaints in a case. In the context of merger litigation, this incentive may arise because any firm's share of a settlement is likely to decrease as more law firms become involved. 137 This dynamic could make settlement more likely because settling the case helps to avoid the high cost that comes with diligently litigating a case, particularly if most of that cost will be borne by the lead counsel while the benefit will be shared by non-lead counsel. The market might have a positive reaction to this development 135. We do not control for the market capitalization of the firms in these regressions. It is not entirely clear why the size of the firm should affect the litigation dynamics. The securities of large firms tend to be more liquid, but this is unlikely to be a concern in the context we study because the stock of merger targets tends to be highly liquid when deals are announced. One might also argue that better firms could be drawn to deals of larger firms. But market participants should not care about the total size of any recovery for target shareholders; instead, their focus should be on the size of the recovery relative to overall market capitalization. In any event, we perform regressions that include the log of market capitalization, and the unreported results come out largely the same. The biggest difference is that the standard errors for the NoTop*Control coefficient estimates in Table 5 because it increases the certainty that the deal will close.
Robustness Checks
One concern about our results is whether we can accurately discern a law firm effect when the suit is filed the day of or the day after a merger is announced, given that the market is still reacting to the announcement of the merger itself. That announcement may contain useful information beyond just the offer premium and the deal structure, including information that extends beyond the specifics of the transaction itself, such as the financial health of particular market sectors. And even if we can discern a lawsuit effect, Tables 4 and 5 raise questions whether the market is reacting to the presence of a high quality law firm or, instead, is responding to the facts of the underlying case. In those cases where the lawsuit gets filed shortly after the announcement, we cannot discern between these two effects. Table 6 138 attempts to address these concerns by examining the market reaction to suits filed more than two days after the deal is announced. Two days provides ample time for the market to price any information associated with the deal itself. This table provides some of the strongest support for our hypotheses. Not surprisingly, the MBO and controlling shareholder variables are insignificant in all specifications. The market has known the deal structure for at least two days. But the identity of the firm filing the suit is new information. While we do not find statistically significant results for law firm quality and controlling shareholders, the variable for top firms interacted with MBOs correlates with a strongly positive and statistically significant market reaction. In contrast, no top firms interacted with MBOs has a negative coefficient that is statistically significant in three of four specifications. 139 Both of these results support our claim that law firm quality matters. The results suggest that the market does not react, at this point, to the MBO itself, but only to the quality of the law firm bringing suit over the MBO. 140 If the market were reacting to deal characteristics alone, then we would expect to see no market reaction to firm filings two days after the deal terms are announced. The fact that we observe statistically significant market reactions to law firm filings two or more days after the deal terms are publicly known provides further evidence that the law firms matter.
138. This table presents results from OLS regressions that use the cumulative abnormal return as the dependent variable. The cumulative abnormal return covers the windows indicated in the tables. Day zero is the day the first complaint is filed against the target firm. Some variables, including the deal premium, indicator variables for whether the case was filed on the same day as the announcement, and fixed effects for year, have been omitted for brevity. Each observation is weighted by the inverse of the variance associated with estimate of the cumulative abnormal return. Heteroskedasticity-robust standard errors are reported in parentheses. ***, **, and * denote significance at the 1%, 5%, and 10% confidence levels, respectively.
139. To limit the number of tables, we include both the top and no top firm variables. If we run separate tables for the top and notop variables, we see similar results (i.e., positive and statistically significant coefficients for the top firms interacted with MBOs in all specifications and negative and statistically significant for no top firms interacted with MBOs in all specifications).
140. We conduct an F-test to test the null hypothesis that the top firm * MBO variable is equal to the no top firm * MBO variable. In all specifications we can reject the null at the one-percent level of statistical significance (i.e., we have substantial evidence that the abnormal returns associated with these two variables are different). Another potential concern is the relatively small sample size in our study. While we have case data that span through calendar year 2009, we restrict our primary analysis to the period ranging from October 2003 (the beginning of electronic docket coverage) to September 15, 2008. The reason we do so is because the bankruptcy of Lehman Brothers on the latter date is the event that many mark as the beginning of the most acute phase of the financial crisis. 141 This period of the crisis involved a near-total seizure of credit markets. This credit crunch made financing deals difficult and, unsurprisingly, merger activity cratered during that time. 142 The deepening of the crisis may also have given prospective buyers cold feet in deals that did get signed. Those putative buyers may have been more willing to walk away from a transaction as an even more dour outlook for the economy diminished the potential gains from a deal. The decline in mergers and the hesitance of prospective buyers likely dimmed the prospects of deal litigation for plaintiffs' firms. For one, there were fewer cases to litigate. If there was no substantial change in the quality of the cases available, firms likely faced the choice of pursuing lesser quality cases or hardly litigating at all. Even the top-tier firms may have opted to take less inviting cases. The reticence of acquirers may also have diminished the prospect of a significant recovery for plaintiffs' firms. Merger litigation can create pressure to settle a case because the parties prefer to resolve disputes prior to closing. If a buyer is looking for a reason to walk away, that can significantly diminish the leverage that plaintiffs have. Both of these reasons suggest that the relationship between law firm quality and the likelihood of a significant recovery may have attenuated during the postLehman period. 143 Despite our belief that the financial crisis cases are different, we still include them as a robustness check because it allows us to increase our sample size from 125 cases to 168 cases. Tables 7 144 and 8 145 present the results of the same regressions as Tables 4 and 5 , but with the inclusion of the post-Lehman cases. The results are largely similar to the primary analysis. The interaction term of top firm and controlling shareholder cases in Table 7 has very similar coefficients and standard errors as compared to Table 4 . The coefficients for the top firm and MBO interaction term are smaller in Table 7 and the standard errors are somewhat larger. We likewise find similar results when comparing the main variables of interest in Tables 5 and 8 . The NoTop and MBO interaction term coefficients are not significant in any of the specifications in both Tables 5 and 8 . The NoTop and controlling shareholder interaction term coefficients are, however, highly similar in both tables, as are the standard errors. We view the substantial similarity of the results both with and without the post-Lehman cases as further evidence in support of our hypothesis about the connection between law firm quality and the response of market 143. The descriptive statistics for the post-Lehman period provide support for these expectations about the change in case mix. For the pre-Lehman period the number of cases that are MBOs and/or a controlling shareholder transaction is over 27%. The comparable statistic for the post-Lehman cases is less than 14%. There are also fewer cases filed in short order. While a third of cases in the pre-Lehman period were filed on the day of deal announcement or the day after, just less than 13% were filed in that time frame for the post-Lehman cases. Though we are hesitant to read too much into these descriptive statistics, it is possible that the increased delay reflects some increased uncertainty about whether to file a case.
144. This table presents results from OLS regressions that use the cumulative abnormal return as the dependent variable. The cumulative abnormal return covers the windows indicated in the tables. Day zero is the day the first complaint is filed against the target firm. Some variables, including the deal premium, indicator variables for whether the case was filed on the same day as the announcement, and fixed effects for year, have been omitted for brevity. Each observation is weighted by the inverse of the variance associated with estimate of the cumulative abnormal return. Heteroskedasticity-robust standard errors are reported in parentheses. ***, **, and * denote significance at the 1%, 5%, and 10% confidence levels, respectively.
145. This table presents results from OLS regressions that use the cumulative abnormal return as the dependent variable. The cumulative abnormal return covers the windows indicated in the tables. Day zero is the day the first complaint is filed against the target firm. Some variables, including the deal premium, indicator variables for whether the case was filed on the same day as the announcement, and fixed effects for year, have been omitted for brevity. Each observation is weighted by the inverse of the variance associated with estimate of the cumulative abnormal return. Heteroskedasticity-robust standard errors are reported in parentheses. ***, **, and * denote significance at the 1%, 5%, and 10% confidence levels, respectively. participants. The evidence presented broadly confirms our hypothesis that law firm quality matters in controlling shareholder transactions and MBOs. In these transactions, cases with top firms tend to correlate with an increase in the target's stock price, whereas cases with low quality firms and no top firms negatively correlate with the target's stock price. Because managers and controlling shareholders have access to inside information or may favorably time an acquisition in the business cycle, both courts and the market scrutinize them with greater care than third-party acquisitions. Top firms may select better cases, or may litigate them better, whereas poor quality firms are less selective, and may succeed only in delaying the deal without any prospect for a bump in the price of the target's shares. Hence, the negative market reaction to them.
As noted in the Introduction, skeptics take the position that law firm quality does not matter at all in deal litigation. To the extent that there is price improvement beyond the initial offer price, skeptics would argue that the improvement is attributable to factors other than the lawsuit or the law firm itself, like deal characteristics. Our data suggests that this view is incorrect. In conflict-ridden transactions like MBOs and controlling shareholder deals, markets appear to react positively to suits filed by top-quality plaintiff law firms, and negatively to suits filed by poor quality firms. The results hold for cases filed more than two days after the deal is announced, by which time all deal characteristics are known and should be reflected in market prices. Although our data do not allow us to claim that litigation itself is value-adding, we can conclude that, conditional upon there being a lawsuit, there is some utility to the effort exerted by courts and institutional clients to sift for plaintiff law firm quality. At a minimum, the information about the law firms that file cases sends some signal either about the underlying quality of the case or about the value that those firms are likely to produce, or perhaps both. Our results show that markets listen to those signals. 
